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are financed by long-term liabilities indicating mere and more
dependence on long-term debt which is a sign of weak financial
position of the firm.
A decreasing trend denotes less dependence on long-term
debt. In order to get a clear idea of the dependence on
external funds, we study the ratio along with the ratios of
total outside liabilities to total assets and long-term liabilities
to fixed assets.
Total Outside Liabilities / Total Assets
This ratio measures the share of total outside liabilities
in total assets where total outside liabilities include all liabilities,
current and long-term. Total assets can be calculated by
adding all the assets, current and fixed, without intangible and
fictitious assets.
A lower trend of the ratio denotes less dependence on
external funds whereas a higher trend, more and more depen-
dence on external debt which is not healthy sign because as
the amount of outside liabilities increases the debt burden
increases which results in a weak liquidity position and finan-
cial state of the firm. The ratio should be studied along with
debt / equity ratio. But it is difficult to set a standard for all
firms because it depends on the nature and age of the firm.
Relationship Between Ratios
For successful functioning and healthy growth, a firm
should earn a reasonable returns after meeting all expenses
including depreciation. For this it should utilise assets fully
and efficiently. It should not depend wholly on external funds
for its survival but be in a position to raise internal resources.
Then only it can attain financial stability in the long run. In
addition, the firm should maintain short-term liquidity to satisfy
its current needs. If not, it will lose the confidence of its
creditors. At the same time it should not suffer from over
liquidity (under utilisation of capital) at the cost of profits nor
should it prefer profits by overtrading at the cost of long run